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Capital Movements in the United States
Balance of Payments

Br Amas B Taylor, Amissnt Chisd, Flawsen [Hrlbon

OLITICAL developments in Europe during the past

6 montha have dramonlically divecicd attention to the
extroordinarily heavy imports of gold to this cowafry
and to the large volumne of coapital movements which
ora mora or less divectly relnied to the gold shipmanis
from wbrond. This largs ond persistent movement of
gold from Europe to tha United States during racent
months iB nn sacceleration of u movement which haa
dorinated the balance of internationnl payments of the
Tnited States since the beginning of 1934. The flight
of capital from BEurope induced last fall by the crisis
which was ostensibly resclved at MMunich was only
temporerily ‘halted by the dissipation ol immedinte
wir fears. Durng the first 4 montha of 1929 the gold
inflow exceaded $1,300,00:0,00:0.
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As indiented in table 1, net pold nequizitions from
foreign epureez have exceeded $1,000,000,000 during
esach of the past 5 yenrs. The record net inflow of
$1,730,000,000 in 1985 was matericlly influenced by
the intermitiemt politleal and finaneisl crisee of thot
yenr in the “gold hloe™ conntriea, notably in Franea,
and by che erition]l political developmenta in Ootober
which resalted from Itely’s invasion of Ethiopis. The
net pold inflow of 37,012,000,000 during the 5 years,
193438, togethor with additions from domestic produc-
tion, lifted the value of the monatary gold stoeks from
$6,820.000,000 immediately nfter dellar devalontion
on Januery 31, 1934, to $14,512,000,00¢ on December
31, 1938, and to $15,705,000,000 on May 1, 1930,

Under normal conditions, when intarnntiona! balances
nre settled through the funotioning of tha internationsl
gold standard, the volume of gold movements tends to
be determined primsarily by the volume of net recsipta
or paymenta required to bring tha merchandise and serv-

thia o rlades eerialn oorepocted mpital

ice acvount inte balsnce. The exceptional cheracter
of internotions) capital movements in the United Statea
balsnce of internntionzl payments during the past 5
years i indicated by the close correlation over much
of tha period between the net gold inflow and the net
movemnent of capital. (Ses fig. 4} During the lsed
querter of 1937 and during 1938, when the excess of
merchandise exporte over Loperts beesma nboormally
large ond crented nn-additional demand for dellare in
the exchange markets, the net capital imporis did devi-
ote subsiantislly from net pold movements. The
relationship belween gold {and eilver) imports, on the
one hend, oud capital movements, on the othber, is also
shown in takle 1. 'With the excaption of 1934 ond 1038,
the net receipta dus this country on account of merchan-
dize and service tronsactions were relotively small,
The net reported inflow of capital nmounted to $1,538,-
000,000 in 1985 when estimated nel rveceipis on mer-
chandise and service account were only $183,000,000,
while in the following year the net inward capital
movement, as reported, amounted to $1,187,000,000
in the foce of astual net payments made by this conntry
on its comumodity and serviee transactions. _

Although acquisitions by the United States of for-
eign pold and silver have continued virtuolly unbroken
slnea dollar devaluation, the contributing factors huave
not always been the same, At certain timea the inflow
wiw induced primarily by & flight of capital from foreizn
centers. During 1836 and the first holf of 1937, the
demand for dellars snd the process of making dollare
nvailable through the foreign sale of gold was materially
influenced by the Iavorable business prespects im thia
country which encournged the foreign purchese of Amear-
ican securities, An imporient factor during most of
the period hes been the purchsse by foreign obligors or
their ngents of outatanding security iesues for redempr-
iion or for pinking-fund purposes. In general, it may
ba said that inward caipital movements cavsed by dis-
tarbed political conditions nbroad tend to be reflested
in an accumulation of foreign-owned dollar balences,
whereas capital imports which result primarly from
favorable business prospects in {his country ore more
Likely to increasa the volume of foraigm-held American
corporate securities.

In sddition to the exceptionelly large merchandise
sxport balance, snother fanture of the United States
balanea of international payments in 1938 which appesrs
nt firat eomewhat unnsnal is the comparatively smnll net
inflow of no,plml This is, however, merely- & coinci-
dence trising from the foct that the internationel
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balanes is compiled on u calendar-year basis. During
1037, & steady net capital inflow during {he first three
quarters had been sherply reversed during the finel
quarter. {Ses fig, 4.) This outword movemant con-
tinved during the first half of 1928 only #o be sharply
shifted agnin to & met inflow during the second half.
Ituring the first 2 months of 1938, the repatrintion of
foreign funds from the United States nnd the excess of
merchandise exports wers virfually in balance, Gold
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imports became negligible but rose again in Muorch at
the time of Germany's annexation of Austria. This
irend wes shexply reversed during the second helf of
the yeor, and sspecizlly in the lnst 5 months, during
which funds moved to the United Stotes in unprecedent-
od amounts. With the development of the crisis in
Caecho-Slovakin, foreign short-term funds entered in
extraordinary volume, whils an improvement in security
prices and business prospecta led to renewed net buying
by foreigners of Americon securitics. ‘The large agere-
gate inward movement of short-term and long-term
capitel funds, together with the substantinl merchondise
gxport balance, accounted for unusually heavy imports
of gold which contributed to the year's net gold inflow
of 51,840,000,000. ‘The ned copitol inflow of $430,000,-
000 was, in effect, part of the much lorger groes move-
ment which ocowrred dwing the lnst § monthe of the
year.

A sinking fenture of the statement on the balance of
mnternptionol peyments of the United States, which the
Department of Cominerce bas recently relensed, in the
rse in the export trade balance from $265,000,000 in
1937 to $1,133,000,000 in 1038—the largest merchan-
dise export bulonce in 17 years. This change was
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directly responsible for the reappearance of & lerge
axcess of receipis from foreigners on trade and service
necount, and was congequently o prime factor in the
continued henvy inflow of gold from abrond.

Smaller net payments to foreigners for services,
which fell to zpproximately $170,000,000 from $250,-
000,000 in 1987, further augmented the excess of
reqeipta from foreigners for goods nod eervices in 1933,
Paymanta to foreigners for freight and shipping services
dropped from the high figure of 1937 largely os o conse-
quance of the decline in merchondise imports. Oversen
travel fell off mora in proportion than Capadian travel,
but per capits expenditures in overses countries were
higher in 1938 than in 1937. Travel to the United
Stntea from other countries wes well mainiained in
1988, and outlays in this counfry by foreign travelers
were prectically unchonged from the preceding yeer.

Receipta of interest from foreign dollar bonde in
1933 fell below those of 1937 becouse of smaller principal
amounts outstanding after the effect of sinking-fund
and redemption operations was realized. Income from
direst investments, largely dividends, decrensed sharply
becausa of the drop in raw material prices eand a lower
level of business activity in various countries of the
wordd in which this class of Amorican investment is
spbatantinl. Poymeaia to foreigners, predominsndy
dividends ¢n holdinga of common steck of Unided
Beates corpornéons, fell by mors than 25 percent.
Estimated net receipis by the United States on interest
and dividend account declined from $330,000,000 in
1937 to $275,000,000 in 1238.

Personnl remitiances to foreign coumtries by olien
nod other residents of the United Siates were appre-
ciably smoller in 1983 than in 1937, Laxger contribu-
tiona &0 forelpn countries in 1988 by chaxitable, religions,
nad other institutions in the Tnited Stades, on the other
hood, indicnted the response of American contributers
{o ddsteess in Burope and Aszin. Al tvade and service
iteme resuited in net receipts by the United States
from forelgners estimated et $665,000,000, n balance
larger than thot i ooy yeor stace 1821, Corre-
sponding transactions in 1937 produced net recsipts
of only $15,000,000, and in 1086 there were net pay-
ments smovating to spproximately $15¢,000,000.

The relationship between gold movements, capital
mwovements, and othar classes of internntionnl tranane-
tions during 19838, a5 well as during other recent yeors,
is veflectad in table 1. As indicoted in the footnote
to this table, the aggregate of eolunns I, 11T, and VII
equals the amount shown under columna VI, This is
megely & convenient way of stating the relationship of
the respective items since capital movemmebs ns wall aa
trade and service tronsactions (excepd in 1936) have
resulted in nat dollar receipts, whereas the residual item
is also o “nat receipt" itom covering possible errors
and transactions not idenfified or separately recorded.

Dollar devaluation on Janwary 31, 1934, was immedi-
ataly followed by a return How of Unitad States funds,
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which had besn expatriated during 1833 while the dollor
was being ateadily deprecinted in thes foreign exchunge
merkets through gold purchases abrosd ot vorying
prices by the Reconstruction Finanoe Corporation.
The return of the dollar to o new fixed gold volue at a
materially redused level aleo stbracied foreign funds, a
substantial pard of which apparently found its way into
our security mariets, _
Except for o period of sbeout 5 wecks immedintaly
itllowing devaluation, the inflow of capitel during 1934
- did not assume unugually large proportions. During
the following yeor when pressure on the frape and
other gold-blec cwrrencies became incrensingly asvere,
tho inward movement beonmie highly secelernted, Be-
couse of conditions abroad which generated the ex-
potnation of foreign funda to the United States,
capeovinlly the temporarily disturbed conditions in the
fmancial markets at the #ime of the Itale-Ethiopion
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dispute, the greater port of these funds was seeldng
anfety rather then inveastment, During 1935 about 70
percent of the inward capital movement woa reflected
in ax inflow of more than $1,000,000,000 in short-term
bonking funds. The sustained inflow of funde imio
peourity fransaciions nccounted for shout 85 percent of
the yesr’s inward capital movement. The inflow of
short-term copital during 1936 wna concentzated Yargely
in May ond Juna and ot the time of the gold-bloc cur-
rency cn=s in September, The movement of foreign
funda into Americon sscurities continued on a high level
throughout the year and the frat quarter of 1937, As
buginess prospects became less fnvorable toward the
middle of 1937, net foreign purchasee of American
seouritiss oeased, bud after a short period of regular
neb liquidation excess purcheaea by foreigners were re-
sumed, although of 2 much lower rats thon in 1938,
The inflow of geld during 1938 was exceptionsl in
the sense that it exceeded, by & considerable amount,
the eum of tha net capital inflow and the residual item
which in many instunces is certein to represent the
inflow of unidentified capitol funds, Dhuring 1935, 1938,
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and 1837, the net balance oo novount of merchondisa
and service transactions, whether credit or debit, waa
not sufficiently loxge to constitute on w strictly stntis-
tical basis an important factor in the volune of gold
movemenis. Although the credit balance in 1934 was
relatively lorge, the excaptional nature of this balance
in 1938 is clearly demonstated by $he fact that the
recorded “ezport” surplus on merchandise and service
nccount of $965,000,000 represented about 65 percent
of the comuluiive net receipta for the b-yenr peariod.
According o the Treasury Departinent, the net inflow
of foreien funds for the purchuse of American securitien
during the 4 years 1835 $0 1938, inclusive, ammounted to
$1,210,874,000, 'Thisindicates the rate at which foreign
MNonp-term" investments in the United States have
risen since the end of 1934 when a specinl siudy, made
by the Finance Division of the Bureau of Foreign and
Domestic Commerce, placed the total at $4,357,000,000.
In addition, foretgn repurchnses of foreign securities for
sinking-fund, redemption, investment, or other pur-
poses mvolved o net inflow of foreign capital funde
which during the ssmne 4-vear period smounted to

$810,000,000, Ths more or lesa reculnr rate at which .
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the inflow of $1,521,000,000 in foreign [ong-term eapital
funds into the United Jates ococcurred iz shown in
figure 5. The more arvatic nature of the movement of
short-term banking funds and the wider swings in rela-
tion to the movement of funds employed in security -
transactions are also clearly indicated in figurs 3. The
ereater degree of voloiility of the former ia explained by
the diffierence in the couznl influences underlying the
respective movanents, As wresdy indicated, ““Hight"
funde sve by their very nature senzitive to political and
financdial disturbances, snd move capriciously back and
forth seeking safedy rather thon investment.

The inflow of shori-term bonking funds, the trend of
which during 1935-38 is shown in firurs 5, consisis of
two distinet parts—the inward movement of foreigm-
owned banking funds and the repatrintion of American
banking funda from abroad. The net inflow of short-
term capital sincs the end of 1033, which amounied to
$2,313,000,000 {poe toble 2), iz the result of o et
increase of approximataly $1,500,000,000 in total short-
term foreign lisbilities of American bonks cutetanding ot -
the end of 1088, and & nst withdrawnl or liguidotion of
more than $800,000,000 in short-term Amencan-owned
banking asssta held abroad.



